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ARTICLE 1. IN GENERAL RELATING TO THE ARIZONA SECURITIES ACT 

Section 19YI HAY -5 A IO: 37 
R14-4-143. General dissemination of information on the Internet 

R14-4-143. G!nera!!klksemm tl 
9, Dealers and salesmen who use the Internet to distribute information on products and services directed generallv to anvone 

having access to the Internet shall not be deemed to be selling, purchasing. or offering to sell or buv anv securities in hi- 
zona for purposes of Article 4 of the Securities Act of Arizona based solelv on that activity if the following conditions are 
observed 
- 1. The Internet communication includes a clear and prominent statement that the dealer or salesman mav only sell. pur- 

chase. or offer to sell or buy anv securities in Arizona if first compliant with or exempt fiom registration reauire- 
ments. 

- 2. The dealer or salesman complies with the statement contained in the Internet communication under subsection 
(A)( 1 >. 

- 3. The Internet communication is subiect to a mechanism. Dolicv. or Drocedure reasonablv designed to ensure that. prior 
to anv sale. uurchase. or offer to sell or buv in connection with Drospective customers or clients in Arizona. the dealer 
or salesman is first comuliant with or exempt fiom registration reauirements. 

- 4. The Internet communication does not involve either effecting or attempting to effect transactions in securities. the 
rendering of investment advice for compensation. or individualized solicitation or nePotiations for the sale of invest- 
ment advisorv services in Arizona. 

- 5. In the case of a salesman: 
a. The affiliation with a dealer is prominentlv disclosed in the Internet communication. 
- b. The dealer with whom the salesman is associated first authorizes the Internet communication. 
- c. The dealer with whom the salesman is associated retains remnsibilitv for reviewing and approving the content 

of anv Internet communication. 
- d. In distributing information through the Internet. the salesman acts within the scope of the authority p~an ted by 

the dealer. 
- B. Comuliance with this Section relieves the dealer or salesman fiom registration requirements onlv. The dealer or salesman 

is sub-iect to Article 13 of the Securities Act of Arizona and related rermlations. 

AZmmsB#J3RAL RELATING TO THE ARIZONA SECURITIES ACT 
tOC “%T C g y K : p  mformation on the Internet 

NOTICE OF PROPOSED RULEMAKING 

TITLE 14. PUBLIC SERVICE CORPORATIONS; CORPORATIONS AND ASSOCIATIONS; 
SECURmES REGULATION . 

CHAPTER 6. CORPORATION COMMISSION 
INVESTMENT MANAGEMENT ijK( 

PREAMBLE 

1. Sections Affe cted 
R14-6-10 1 
R14-6- 102 
R14-6-103 
R14-6-104 
R14-6-106 

R14-6-202 
R14-6-203 
R14-6-204 
R14-6-205 
R14-6-206 

. R14-6-207 
R14-6-208 
R14-6-209 
R14-6-2 10 

R14-6-201 

Pulemakinv Action 
Amend 
Amend 
Amend 
Amend 
New Section 
Amend 
Amend 
Amend 
Amend 
Amend 
Amend 
Amend 
Amend 
Amend 
New Section 
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R14-6-211 
R14-6-212 

New Section 
New Section 

2. The snecific authoritv for the rulemaking. including both the authorizing statute (veneral) and the statutes the 
rules are imnlementinv becific); 

Authorizing statute: A.RS. Q 44-3 13 1 

Implementing statute: A.R.S. $8 44-1801, 44-3101, 44-3132, 44-3133, 44-3153, 44-3156, 44-3201, 44-3212, 44- 

Constitutional authority: Arizona Constitution Article XV $5 4,6, and 13 

A list of all Drevious notices amearinp in the Arizona Administrative Re~s te r ,  
Notice of Rulemaking Docket Opening: 4 A.A.R 1290, June 5,1998. 
Notice of Rulemaking Docket Opening: 5 A.A.R 623, February 26,1999. 

Name: 

Address: 

3213,44-3241,44-3292, and 44-3296 

3. 

4. The name and address of apencv Dersonnel with whom De rsons mav communicate regardinp the rulemakinv; 
Cheryl T. Farson, Associate General Counsel 

Arizona Corporation Commission, Securities Division 
1300 West Washington, Third Floor 
Phoenix, Arizona 85007-2996 

Telephone: (602) 542-4242 

Fax: (602) 594-7470 

5. An exdanation of the rule. including the apencv’s reasons fo r initiatinp the rule: 
The Arizona Corporation Commission (the “Commi~sion’~) proposes to repeal and replace Sections R14-6-101 
through R14-6-104 and R14-6-201 through R14-6-209 and to add new.Sections R14-6-106 and R14-6-210 through 
R14-6-212 in order to: (i) correct technical errors within the Sections; (ii) reflect amendments to the United States 
Securities and Exchange Commission rules regarding the regulation of investment advisers and investment adviser 
representatives; (iii) provide for the distribution of information regarding products and services on the Internet; (iv) 
clarify the statutory definition of investment adviser representative; (v) prescribe parameters to the term “solicit” as 
used in the Arizona Investment Management Act adopted in April 1994 (the “IM Act”); and (vi) clarify filing require- 
ments for licensure and notice filings. A brief description of the Section covered by this rulemaking follows: 

R14-6- 10 1. Definitions: defines various terms used through the Sections. 

R14-6-102. Scope of provisions: states the legal authority for the Sections, provides for the waiver of strict adherence 
to a provision, and provides that the Arizona Corporation Commission’s rules of Practice and Procedure apply when 
not in conflict with the proposed Sections. 

R14-6-103. Severability: establishes the severability of the Sections and the provisions thereof in case any Section or 
subsection is deemed to be invalid. 

R14-6-104. Enforcement of the Arizona Investment Management Act: provides that the Sections relating to enforce- 
ment matters are Sections A.A.C. R14-4-301 through R14-4-308. 

R14-6-106. General dissemination of information on the Internet: establishes the circumstances under which invest- 
ment advisers and investment adviser representatives may distribute information regarding products and services on 
the Internet prior to licensure in Arizona. 

R14-6-20 1. Books and records of investment advisers: requires investment advisers to comply with the provisions of 
the SEC’s books and records rule; also requires the maintenance of certain additional records in separate files. 

R14-6-202. Supervision: provides a safe harbor for investment advisers regarding their supervisory responsibilities 
by prescribing procedures for investment advisers to follow. 

R14-6-203. Dishonest and unethical practices: provides guidance regarding which actions by investment advisers and 
investment adviser representatives will be construed to fall within the term “dishonest or unethical” for purposes of 

R14-6-204. Written examination: requires each investment adviser who is an individual and each investment adviser 
representative to take and score at least 70% on the NASAA Series 65 or Series 66 examination and to either acquire 
and maintain 1 of the industry credentials listed in the Section or score at least 70% on the NASD Series 7 or Series 2 
examination. 

A.RS. Q 44-3201(A)(13). 
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R14-6-205. Information to be furnished to clients (“Brochure Rule”): prescribes information that must be furnished to 
clients and the timing and method of such disclosure. 

R14-6-206. Custody of client funds or securities by investment advisers: provides that it is a fi-audulent practice under 
the IM Act for an investment adviser to fail to comply with the procedures prescribed in the Section when maintain- 
ing custody of a client’s funds or securities. 

R14-6-207. Suitability of investment advisory services: provides that it is a hudulent practice under the IM Act for 
an investment adviser to fail to provide suitable investment advice based on a reasonable inquiry of the client’s fman- 
cia1 situation, investment experience, and investment objectives. 

R14-6-208. Advertisements by investment advisers or investment adviser representatives: provides that it is a hudu- 
lent practice under the IM Act for an investment adviser or investment adviser representative to fail to comply with 
the litations on advertising and the requirements prescribed in the Section. 

R14-6-209. Financial and disciplinary information that investment advisers shall disclose to clients: provides that it is 
a hudulent practice for an investment adviser to fail to disclose to any client or prospective client all material facts 
with respect to (1) a financial condition that is reasonably likely to impair the adviser’s ability to meet contractual 
commitments to clients where the adviser has discretionary authority, custody, or requires prepayments of fees, (2) a 
legal or disciplinary event that is material to the evaluation of the adviser’s integrity or ability to meet contractual 
commitments to clients, or (3) a failure to comply with an arbitration award. 

R14-6-2 10. Licensure of investment adviser representatives: provides the circumstances under which investment 
adviser representatives who are employed by federally registered investment advisers must be licensed in Arizona. 
Also provides that a person employing investment adviser representatives who solicit on behalf of another investment 
adviser must license as an investment adviser. 

R14-6-211. Solicitation: defines the activities that do not constitute solicitation for purposes of A.R.S. 8 44- 
3101(3)(d). 

R14-6-2 12. Filing requirements: enumerates the specific filing requirements for licensure, notice .filiigs, and renewal 
of licensure and notice filings. 

6. Reference to anv studv that the avencv DroDoses to relv on in its evaluation of or iustification for the Dropos ed rule 
and where the Dublic mav obtain or review the studv. all data underlving each studv. anv analvsis of the studv. and 
gther sumortinp materiaG 

7. A showing of eo0 d cause whv the rule is necessaw to orornote a statewide interest if the rule will diminish a 
previous grant of authoritv of a Dolitical subdivision of this state; 

The Dreliminarv sum maw of the econo mic. small business. and consumer imDact; 

None. 

Not applicable. 

Pursuant to A.R.S. 8 41-1055@)(3), the Commission is exempt from providing an economic, small business, and 
consumer impact statement. 

9. J% e name and add ress of agencv Dersonn el with whom Dersons mav communicate regardinv the acc uracv 0 f the 
economic. small bus iness. and consumer imDact s tatement: 

8. 

Not applicable. 

10. The time. dace. and nature of the Droceedinm for the adootion. amendment. or reDeal of the rule. or. if nQ 
proceedinp is scheduled. where. when. and how Dersons mav reauest an oral D r o c ee d’n 1 on the D r ODOSed r ul e, * 

Date: June 10,1999 

Time: 10 a.m. 
Location: Arizona Corporation Commission 

1200 West Washington Avenue 
Phoenix, Arizona 85007 

Nature: Oral proceeding. Subsequent to the oral proceeding, the Arizona 

Corporation Commission will take final action at an open meeting with respect to the making of the proposed rule. 

11. Anvothe r matters D rescnbed bv statute that a re aDDiicable to the sbecific aencv  or to w e c  ific rule or c lass 
& 

None. 
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12. IncorDorations bv re ference and their location in the rules: 

13. The full text of the rule follows: 

17 CFR275.204.2 (1998) R14-6- 10 1 (B)( 16) 

TITLE 14. PUBLIC SERVICE CORPORATIONS; CORPORATIONS AND ASSOCIATIONS; 
SECURITIES REGULATION 

I 
CHAPTER 6. CORPORATION COMMISSION 

INVESTMENT MANAGEMENT 

ARTICLE 1. GENERAL PROVISIONS RELATING TO THE ARIZONA INVESTMENT MANAGEMENT ACT 

Section 
R14-6- 10 1. Definitions 
R14-6-102. Scope of &k-&t&e Provisions 
R14-6-103. Severability 
R14-6-104. Enforcement of the Arizona Investment Management Act 
R14-6-106. General Dissemination of Information on the Internet 

ARTICLE 2. DUTIES OF INVESTMENT ADVISERS AND INVESTMENT ADVISER REPRESENTATIVES 

R14-6-201. Books and Records of Investment Advisers 
R14-6-202. Supervision 
R14-6-203. Dishonest and Unethical Practices 
R14-6-204. Written Examination 
R14-6-205. Information to be Furnished to Clients (“Brochure Rule”) 
R14-6-206. Custody of Client Funds or Securities by Investment Advisers 
R14-6-207. Suitability of Investment Advisory Services 
R14-6-208. Advertisements by Investment Advisers or Investment Adviser Representatives 
R14-6-209. Financial and Disciplinary Information that Investment Advisers shall Disclose to Clients 
R14-6-210. Licensure of Investment Adviser Representatives 
R14-6-211. Solicitation 
R14-6-212. Filing Reauirements 

ARTICLE 1. GENERAL PROVISIONS RELATING TO THE ARIZONA INVESTMENT MANAGEMENT ACT 

R14-6-101. Definitions . .  
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A The definitions set forth in A.R.S. 66 44-1801 and 44-3101 shall applv to the rules orornubated under A.RS. title 44, 
chaDter 13. 

& The following definitions shall applv to all rules promulgated under A.RS. title 44, chapter 13. unless the context other- 
wise reauires: 
- 1. “Advertisement” means. except as set forth in subsections (d) and (e). any notice. circular. letter. or other written, 

oral. or electronicallv generated communication addressed to or reasonablv desiened bv the investment adviser or 
investment adviser repres entative to be accessed by more than 1 person. or any notice or other announcement in any 
publication or by radio or television. that directlv or indirectlv offers: 
- a. Anv analysis. r e ~ ~ r t  or Dubiication that either concerns securities. or is to be used in making anv determination 

as to when to buv or sell anv s e d i v  or which securitv to buv or sell: or 
- b. Anv mDh. chart. formula. or other device to be used in making anv determination as to when to buv or sell any 

security. or which security to buv or sell: or 
- c. Anv other investment advisorv service with regard to securities: or 
- d. A communication over a comuuter on-line service includinp but not lkited to an electronic bulletin board shall 

not be deemed to be an advertisement when an investment adviser or an investment adviser representative is 
either: 
L Ensaged in a discussion regarding securities and does not receive compensation fiom anv person for the dis- 

cussion: or 
L ResDonds to unsolicited inquiries regarding the provision of investment advisorv services. 

e, A communication bv 1 or more investment advisers or investment adviser representatives shall not be deemed to 
be an advertisement when the communication is addressed solelv to or is reasonablv designed to be accessed 
solely by other investment advisers or investment adviser representatives. 

2+ “Certified public accountanf’ or ‘TPAYy means an accountant who has been registered or licensed to practice Dublic 
accounting and is pennitted to use the title “certified public accountant” and to use the initials “CPA” after the 
accountant’s name. 
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- 3. “Federal covered adviser” means an investment adviser registered under the investment advisers act of 1940. 
- 4. “Fixed fee basis” means an investment advisory fee that at anv given time can be precisely established in a dollar 

amount without reyard to the investment Derformance or value of an account and that is not based on the purchase or 
sale of smcific securities. 

- 5. “Form ADV” means the Uniform Application for Investment Adviser Registration. 17 CFR 279.1. 
- 6. “IM Act” means the Arizona Investment Management Act. A.R.S. 6 44-3101 et sea. 
- 7. “Impersonal advisory services” means investment advisory services Drovided solely: 

- a. BY means of written material or oral statements that do not ~urp01-t to meet the objectives or needs of specific 
individuals or accounts; 

- b. Through the issuance of statistical information containing no expression of opinion as to the investment merits of 
a particular security: or 

- c. Anv combination of the foregoing services. 
- 8. “Internet” means all proDrietarv or common carrier electronic svstems. or similar media. 
pI “Internet communication” means the distribution of information on the Internet. 
- 10. “Investment-related” means pertain in^ to securities. commodities. banking. insurance. or real estate. includinp but 

not limited to acting as or being associated with a broker-dealer. investment companv. investment adviser. govem- 
ment securities broker or dealer. municipal securities dealer. bank. savings and loan association. entitv, or persoQ 
reauired to be registered under the Commoditv ExchanPe Act. or fiduciarv. 

- 1 1. “Involved” means acting or aiding. abetting. causing. counseling. commanding. inducing. conspiring with. or failing 
reasonably to supervise another in doin9 an act. 

- 12. “Management uerson” means a person with power to exercise. directly or indirectlv. a controlling influence over the 
management or Dolicies of an investment adviser that is a comDanv or to determine the general investment advice 
given to clients. 

- 13. “NASAA” means the North American Securities Administrators Association. Inc.. or anv successor organization. 
- 14. “NASD means the National Association of Securities Dealers. Inc.. or anv successor or subsidiarv organization. 
- 15. “Relative” means anv relationship by blood. marriage. or adODtion. not more remote than 1st cousin. 
- 16. “Rule 204-2” means United States securities and exchange commission rule 204-2. 17 CFR 275.204.2 (1998). which 

is incorwrated bv reference. does not contain any later amendments or editions. and is on file in the office of the sec- 
retarv of state. CoDies of Rule 204-2 are available fiom the Division and fiom the Superintendent of Documents, 
Government F’rhtin~ Office. Washington. D.C. 20402. 

- 17. “SEC” means United States Securities and Exchange Commission. 
- 18. “Securities Act” means the Securities Act of Arizona. A.RS. 6 44-1801 et sea. 
- 19. “Self-regulatory ol.ganizati~n~~ or “SRO” means any national securities or commodities exchange. registered associa- 

tion. or registered clearing agency, 
- 20. “Unincorporated organization” includes a limited liabilitv comDanv for DUIW ses of the definition of as 

defined in A.R.S. 6 44-1801. 
- 2 1. “ W r a ~  fee m o m ’ ’  means a p r o m  under which any client is charged a specified fee or fees not based directly 

uDon transactions in a client’s account for investment advisorv services. which mav include portfolio management or 
advice concerning the selection of other investment advisers, and execution of client transactions. 

R14-6102. Scope of $ki&&de Provisions 

ted pursuant to A.RS. title 44. chapter 13. The following Sections are adopted bv the Commission under the authority eran 
Such Sections shall be generallv applicable to the administration of the IM Act. but the Commission may at anv time abrogate 
or waive strict adherence to any particular provision when the Commission deems it advisable for the eauitable administration 
of the law. When not in conflict with these Sections. the applicable Drovisions of R14-3-101 through R14-3-113 also shall 
applv. / 

R14-6-103. Severability 

e 

The provisions of the Sections promulgated under A.RS. title 44. chapter 13. are severable. If anv provision of a Section is 
heldto be invalid. such invalidity shall not affect other provisions that can be given effect without the invalid provision. 

R14-6104. Enforcement of the Arizona Investment Management Act 
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The Drovisions relating to investigations and examinations conducted pursuant to and orders issued under the IM Act are con- 
4 
R14-6-106. General d issemination of informat ion on the Internet 
- A. Investment advisers and investment adviser representatives who use the Internet to distribute information on products and 

services directed eenerallv to anyone having access to the Internet shall not be deemed to be transactinp business in Ari- 
zona for purposes of Article 4 of the IM Act based solelv on that activitv if the following conditions are observed 
- 1. The Internet communication includes clear and prominent statements that: 

- a. The investment adviser or investment adviser representative mav onlv transact business in Arizona if first com- 
pliant with or exempt from licensure or notice filing reauirements. 

- b. The investment adviser or investment adviser representative mav onlv communicate with Dersons in Arizona 
individually about effecting or attempting to effect transactions in securities. rendering - investment advice for 
compensation. or solicitinp or negotiatinv for the sale of investment advisorv services if first compliant with or 
exempt fiom licensure or notice filinn requirements, 

- 2. The investment adviser or investment adviser representative comdies with the statements contained in the Internet 
communication under subsection (AM1 ). 

- 3. The Internet communication is subiect to a mechanism. policy. or procedure reasonably designed to ensure that. Drior 
to anv subsequent. direct communication with prospective customers or clients in Arizona the investment adviser or 
investment adviser representative is first compliant with or exempt fiom the licensure or notice filing reauirements of 
the IM Act. 
The Internet communication does not involve either effecting or attempting to effect transactions in securities. the 
rendering of investment advice for compensation. or individualized solicitation or negotiations for the sale of invest- 
ment advisorv services in Arizona. 
In the case of an investment adviser remesentative: 
- a. The affiliation with an investment adviser is prominently disclosed in the Internet communication. 
B The investment adviser with whom the investment adviser remesentative is associated first authorizes the Inter- 

net communication. 
- c. The investment adviser with whom the investment adviser representative is associated retains resDOnsibili9 for 

reviewinp and approving the content of anv Internet communication. 
- d. In distributing information through the Internet the investment adviser representative acts within the scope of the 

authoritv eran - ted bv the investment adviser. 
&. Compliance with this Section relieves the investment adviser or investment adviser representative of licensure or notice 

filing requirements onlv. The investment adviser or investment adviser representative are subiect to Article 9 of the IM 
Act and related regulations. 

ARTICLE 2. DUTIES OF INVESTMENT ADVISERS AND INVESTMENT ADVISER REPRESENTATIVES 

- 4. 

- 5. 

R14-6-201. Books and Records of Investment Advisers . .  & &2.% 

&& . .  

G G  . .  
&& . .  . . .  

&& . .  . .  

. .  €k& 

& Exceut as Drovided in subsection (G). each investment adviser licensed or reauired to be licensed under the IM Act shall 
make. maintain. and oreserve books and records in accordance with the requirements imoosed on federal covered advisers 
under rule 204-2. The investment adviser shall file with the Commission a CODV of anv notices or written undertakings 
reauired to be filed bv federal covered advisers with the SEC under rule 204-2. 
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- B. To the extent that the SEC amends rule 204-2. investment advisers in comDliance with the requirements contained in rule 
204-2 as amended shall not be deemed to be in violation of this Section and shall not be subject to enforcement action by 
the Commission for violation of this Section to the extent that the violation results solelv fiom the investment adviser’s 
comDliance with the reauirements contained in the amended rule 204-2. 

- C. ExceDt as Drovided in subsection (G). each investment adviser licensed or reauired to be licensed under the IM Act shall 
make. maintain. and Dreserve for at least 5 years the followinp additional books and records: 
- 1. A file containing each customer complaint received relating to advisorv activities conducted by the investment 

adviser. its investment advisorv remesentatives. or its emulovees. and all corresuondence relating to such complaint. 
2. A file containing all advertisements used bv the investment adviser or anv investment adviser representative. includ- 

ing anv radio or television transCriDts and advertisements Dlaced on comDuter or electronic bulletin boards. 
- 3. In each client file. all CorresDondence received or sent bv the investment adviser. anv investment adviser representa- 

tive. or anv emdovee. that related to anv client account. securities. or funds. 
- D. Books and records that are required to be maintained pursuant to subsection (A) shall be available for inspection by the 

Commission in accordance with the provisions of rule 204-2. Books and records that are reauired to be maintained pursu- 
ant to subsection (C) shall be readily accessible and may be Dreserved in accordance with rule 204-2(d. Notwithstandinp; 

K A record made and kept under a provision of subsections (A) or (C) that contains all of the information required under anv 
other Drovision of subsections (A) or (C) in a readily accessible format need not be maintained in duplicate in order to 
meet the reauirements of the other provision. 

E Anv book or other record made. keut. maintained, and preserved in comDliance with A.A.C. R14-4-132 that is substan- 
tiallv the same as the book or other record reauired to be made. keDt. maintained. and Dreserved under this Section shall be 
deemed to be made. kept. maintained, and preserved in comDliance with this Section. 
Everv investment adviser licensed or required to be licensed in Arizona that has its principal place of business in a state 
other than Arizona shall be exempt fiom the requirements of this Section. Drovided the investment adviser is licensed in 
such other state and is in comDliance with that state’s recordkeeping reauirements. 

R14-6-202. Supervision 

. .  
&& 

27% . .  . 

dures. that reasonablv may be expected to prevent and detect. insofar as Dracticable. anv violation of the IM Act or 
anv rule adoDted thereunder bv such investment adviser representatives or emplovees: and 
Such investment adviser has discharged reasonably the duties and obligations incumbent upon it bv reason of such 
procedures and svstem without reasonable cause to believe that the investment adviser remesentatives or emplovees 
are not complvinp with such Drocedures and svstem. 

- 2. 

R14-6-203. Dishonest and Unethical Practices 
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Placing an order to purchase or sell a securitv for the account of a client uDon instruction of a 3rd party without first 
obtaining a written 3rd-party trading authorization fiom the client. 
Exercising anv discretionary power in placing an order for the Durchase or sale of securities for a client without first 
obtaining written discretionary authoritv. unless the discretionary power relates solelv to the price at which. or the 
time when. an order hvolvinp a definite amount of sDecified securities shall be executed. or both. 
Inducing trading in a client’s account that is excessive in size or fiequencv in view of the financial resources. invest- 
ment obiectives. and character of the account. 
BOITOW~~P monev or securities fiom a client or client’s account unless the client has authorized the borrowing in writ- 
ing and is a dealer. an affiliate. or relative of the investment adviser or investment adviser representative. or a finan- 
cial institution or other entitv engaged in the business of loaning funds or securities. 
Loaning monev to a client unless the investment adviser or investment adviser representative is a financial institution 
or other entitv engaged in the business of loaning funds or the client is an affiliate or relative of the investment 
adviser or investment adviser representative. 
Misrepresenting to anv client. or Drospective client, the qualifications of the investment adviser. the investment 
adviser remesentative. or an erndovee. or misrem-esenting the nature of the investment advisory services being 
offered or fees to be charzed for such services. or omitting to state a material fact necessarv to make the statements 
made regarding qualifications. services. or fees. in light of the circumstances under which they were made. not mis- 
leading. 
F’rovidinP a report or recommendation to any client prepared bv someone other than the investment adviser or invest- 
ment adviser representative without disclosing that fact. This Drohibition does not applv to a situation where the 
investment adviser or investment adviser representative uses Dublished research reports or statistical analvses to ren- 
der investment advice or where the investment adviser or investment adviser rebresentative orders such a report in the 
ordinarv course of providing service. 

- 10. Charging a client an investment advisorv fee that is unreasonable in lipht of the tvDe of services to be provided. the 
emerience and expertise of the investment adviser or the investment adviser representative. and the sophistication 
and bmaininp power of the client. 

- 1 1. Failing to disclose to a client in writing before entering into or renewing an investment advisory aereement with that 
client. or before anv investment advice is rendered. anv material conflict of interest relating to the investment adviser, 
the investment adviser remesentative. or an emplovee that could reasonablv be expected to impair the rendering of 
unbiased and obiective advice including but not limited to: 
- a. Compensation arrangements connected with investment advisorv services to clients that are in addition to com- 

pensation from such clients for those services: and 
b. Charging a client an investment advisorv fee for rendering investment advice without disclosinP that compensa- 

tion for executing securities transactions pursuant to such investment advice will be received bv the investment 
adviser. the investment adviser remesentative. or an emdovee. 

- 12. Guaranteeing a client that a gain. loss. or other outcome will be achieved as a result of the investment advice. 
- 13. Disclosing the identitv. affairs. or investments of a client to anv 3rd partv unless required bv law to do so or con- 

sented to bv the client. 
14. With resnect to anv client initiallv retained after Julv 19. 1996. entering into. extending. modifying. or renewing anv 

investment advisorv contract exceDt a contract for imDersona1 advisorv services unless such contract is in writing and 
discloses all the material terms of the contract including but not limited to the services to be provided. the investment 
advisorv fee or the formura for computing the fee. the amount or the manner of calculation of the amount of the pre- 
paid fee to be returned in the event of contract termination or nonDerformance. and that m t  of anv discretionarv 
power to the investment adviser. 

- 15. With respect to anv client initiallv retained after Julv 19. 1996, enterinq into. extending. modiwg. or renewing anv 
investment advisorv contract without disclosing. in writing to the client. anv affirmative answers to disciplinarv ques- 
tions numbered 1 1A and 1 1K in Part I of the Form ADV. 

- 16. Entering into. extending. modifviny or renewing any investment advisorv contract that allows the assignment of such 
contract bv the investment adviser without the prior written consent of the client. 

- 17. Committing anv act that results in denial. revocation. or suspension bv an agencv of anv state of a license or registra- 
tion relating to securities. where such denial. revocation. or suspension arises out of anv scheme. act. practice. or 
course of business that operates or would oberate as fraud or deceit. or arises out of a violation of Article 13 of the 
Securities Act or the rules promulPated thereunder. 

- 18. Failing to complv with anv arbitration award issued in connection with doing business as an investment adviser or 
investment adviser representative or as a dealer or salesman as defined in A.RS. title 44. chapter 12. 

&. RequestinP or requiring any person to waive compliance with anv provision of the IM Act or the rules thereunder. 
Anv such waiver shall be void. 

- B. With respect to federal covered advisers, the provisions of this Section onlv apdv to the extent the practice involves fraud 
or deceit and onlv to the extent permitted bv Section 203A of the investment advisers act of 1940. 
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. .  . . . .  R14-6-204. Written Examination 
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- A. Prior to licensure. except as provided in subsection (B). each investment adviser who is an individual and each investment 
adviser representative shall take and receive a score of at least 70% on: 
- 1. The NASAA Series 65 Uniform Investment Adviser State Law Examination or Series 66 Combined State Law 

Examination: and 
- 2. The NASD Series 7 General Securities Registered Representative Examination or Series 2 General Securities Repre- 

sentative Monmember) Examination. 
- B. The examinations described in subsection (AM2) shall not be reauired of an investment adviser or an investment adviser 

remesentative who has completed and maintains 1 of the following credentials: 
1. Certified Financial Planner fCFp) designation awarded by the Certified Financial Planner Board of Standards. Inc. 2 Chartered Financial Analvst (CFA) designation awarded bv the Institute of Chartered Financial Analvsts. 
- 3. Chartered Financial Consultant (ChFC) desiqation awarded by the American College. Bryn Mawr. Pennsylvania. 
- 4. Chartered Investment Counselor (CIC) designation awarded bv the Investment Counsel Association of America. Inc. 
5. Personal Financial Swcialist (PFS) designation awarded bv the American Institute of Certified Public Accountants. 
In the event that the NASAA or NASD Series examination numbers change. the most current examination series deemed 
amlicable bv the Commission to the categorv of licensure shall apdv. 

& In the event that the title changes for any of the credentials designated in subsection (B). the title deemed apdicable bv the 
Commission shall apply. 

R14-6-205. Information to be Furnished to Clients (“Brochure Rule”) . .  
. .  A& 

%& 

- A. Each investment adviser licensed or required to be licensed under the lM Act shall furnish each client and prosDective cli- 
ent with a written disclosure statement that may be either a copv of Part Il of its Form ADV or a written document con- 
taining at least the information required by Part II of Form ADV. - B. The infomation required to be disclosed bv subsection (A) shall be disclosed to clients not less than 48 hours prior to 

client has the right to terminate the contract without penaltv within 5 business day after entering into the contract. 
An investment adviser need not deliver the statement required bv subsection (A) in connection with entering into an 
investment companv contract or a contract for imDersona1 advisorv services. The investment adviser shall. however. offer 
in writing to deliver the statement within 7 business davs uDon receid of a written request. 

& Without charge and to each of its clients. an investment adviser licensed or required to be licensed under the IM Act shall 
deliver annuallv within 7 business days upon receipt of a written request or offer in writinp to deliver the statement 
reauired bv this Section. 

- E. If an investment adviser licensed or reauired to be licensed under the IM Act renders substantiallv different t q e s  of 
investment advisory services to different clients. anv information required bv Part I1 of Form ADV mav be omitted fkom 
the statement furnished to the client or prosmctive client if such information is applicable only to a m e  of investment 
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advisorv service or fee that is not rendered or charged. or proDosed to be rendered or charged. to that client or prosnective 
client. 

- F. Nothing - in this Section shall relieve any investment adviser fiom anv obligation Dursuant to any provision of the IM Act 
or the rules and realations thereunder or other federal or state law to disclose any information to its clients or Drospective 
clients not specificallv reauired by this Section. 

& An investment adviser licensed or reauired to be licensed under the IM Act that is ComDensated under a wrap fee p r o m  
for sDonsoring. organizing. or administerine the program. or for se1ecting:or providing advice to clients reparding the 
selection of. other investment advisers in the D r o m s ,  shall. in lieu of the written disclosure statement reauired bv sub- 
section (A) and in accordance with the other subsections of this Section. furnish each client and prosDective client of the 
WD fee Dromam - with a written disclosure statement containing at least the information required bv Schedule H of Form 
ADV. Anv additional information included in such disclosure shall be limited to information concerning wrap fee pro- 

- H. =e investment adviser is required under subsection (G) to furnish disclosure statemen& to clients or prospective clients 
of more than 1 wrap fee program. the investment adviser mav omit fiom the disclosure statement furnished to clients and 
prosnective clients of a w r a ~  fee p r o m  or programs anv information required by Schedule H that is not applicable to 
clients or Dromective clients of that w r a ~  fee p r o m  or programs. 
An investment adviser need not furnish the written disclosure statement reauired by subsection (G) to clients and prospec- 
tive clients of a wrap fee promam if another investment adviser is reauired to furnish and does furnish the written disclo- 
sure statement to all clients and DrosDective clients of the ~ r a ~  fee p r o m .  

s sponsored bv the investment adviser. 

- I. 

R14-6-206. Custody of Client Funds or Securities by Investment Advisers 
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- A. ExceDt as otherwise Drovided in subsection IB). it shall constitute a hudulent Dractice within the meaning of A.RS. 6 44- 
3241(A)(4) for anv investment adviser to take or have custodv of anv securities or funds of anv client unless: 
- 1. The investment adviser notifies the Commission in writing that the investment adviser has or mav have custodv of 

2, .The securities of each client are secrepated. marked to identifv the Darticular client havinv the beneficial interest 
therein. and held in safekeepin? in some place reasonablv free fiom risk of destruction or other loss. 

3. 
maintained in the name of the investment adviser as agent or trustee for such clients. and the investment adviser 
maintains a sebarate record for each such account showing the name and address of the bank or similar institution 
where the account is maintained. the dates and amounts of deDosits into and withdrawals fi-om the account. and the 

fi 

- 

t. 
- 4. & 

w L &  
subseauentlv. if and when there is a change in the place where or the manner in which the funds or securities are 
maintained. the investment adviser gives written notice to the client within 10 business davs. 
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- 5.  At least once everv 3 months. the investment adviser sends each client an itemized statement showing the client's 

tions in the client's account during such wriod. 
At least once every calendar vear. an hdeDendent CPA or Dublic accountant verifies all client funds and securities bv 
actual examination at a t h e  chosen bv the hdeDendent CPA or Dublic accountant without Dnor notice to the invest- 
ment adviser. The independent CPA's or public accountant's reDort stating that such CPA or public accountant has 
made an examination of such funds and securities. and describing the nature and extent of the examination. shall be 
filed with the Commission within 30 calendar days afier the examination. 

- B. With respect to federal covered advisers. the provisions of this Section onlv aDdv to the extent the practice involves fi-aud 
or deceit and onlv to the extent permitted bv Section 203A of the investment advisers act of 1940. 

R14-6-207. Suitability of Investment Advisory Services 

f 

- 6. 

2 7 2  

- A. ExceDt as otherwise provided in subsection @>. it shall constitute a fraudulent practice within the meaning of A.RS. 6 44- 
3241(AU4) for anv person to orovide investment advisorv services to anv client other than in connection with impersonal 
advisorv services. unless the Derson: 
- 1. Before Droviding any investment advisorv services. and as aDDroDriate thereafter. makes a reasonable inquiry of the 

client as to the fmancial situation. investment exuerience. and investment objectives of the client: and 
- 2. 

obtained fiom the client in accordance with subsection (1) above. - B. ~ 

A& . .  

&& 

27% 

or deceit and onlv to the extent permitted bv Section 203A of the investment advisers act of 1940. 

R14-6-208. Advertisements by Investment Advisers or Investment Adviser Representatives . .  
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& ExceDt as otherwise provided in subsection 03). it shall constitute a hudulent Dractice within the meaning of A.R.S. 6 44- 
324 I(AM4) for any investment adviser or investment adviser renresentative. directlv or indirectlv. to use anv advertise- 
ment: 
- 1. Which refers. directlv or indirectlv. to any testimonial of anv kind concerning the investment adviser or investment 

adviser remesentathe or concerning any advice. analvsis. reDort. or other service rendered by such investment 
adviser or investment adviser representative. 

- 2. Which refers. directlv or indirectlv. to past sDecific recommendations of the investment adviser or investment adviser 
remesentathe that were or would have been Drofitable to anv Derson: exceDt that an investment adviser or investment 
adviser remesentative mav furnish or offer to furnish a list of all recommendations made bv the investment adviser or 
investment adviser representative within the immediatelv Dreceding _ _  Deriod of not less than 1 year if the investment 
adviser or investment adviser remesentative also furnishes: 
- a. The name of each securitv recommended. the date and nature of each recommendation (for example. whether to 

buv. sell. or hold). the market orice at that time. the Drice at which the recommendation was to be acted upon. and 
the most recentlv available market Drice of each such securitx and 

b. The following legend on the 1st Dage in prominent print or m e :  “It should not be assumed that recommenda- 
tions made in the future will be profitable or will eaual the Derformance of the securities in this list.” 

- 3. Which reDresents. directlv or indirectlv. that any mDh, chart. formula. or other device being offered can in and of 
itself be used to determine which securities to buv or sell. or when to buv or sell them: or which represents. directlv or 
indirectlv. that anv mDh. chart. formula. or other device being offered will assist anv person in making that Derson’s 
own decisions as to which securities to buv or sell. or when to buv or sell them. without Drominentlv disclosing in 
such advertisement the limitations thereof and the difficulties with resDect to its use. 

4- Which represents. directlv or indirectlv. that anv report. analysis. or other service will be h i s h e d  for fiee or without 
charge. unless such remrt. analvsis. or other service actuallv is or will be furnished entirelv fiee and without anv 
direct or indirect condition or obligation. 

- 5. Which states that the Commission has approved anv advertisement. 
- B. When reauested bv the Commission. anv advertisement used directlv or indirectlv in connection with the provision of 

investment advisorv services shall be filed with the Commission at least 10 business davs Drior to its proposed use. 
S;r Anv advertisement that has been requested bv the Commission pursuant to the Drovisions of subsection (E9 but that has 

not been filed with the Commission shall not be used. 
- D. With resDect to federal covered advisers. the provisions of this Section onlv aDplv to the extent the Dractice involves b u d  

or deceit and onlv to the extent Dermitted bv Section 203A of the investment advisers act of 1940. 

R14-6-209. Financial and Disciplinary Information that Investment Advisers Me& &&l Disclose to Clients .. 
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9, ExceDt as otherwise Drovided in subsection IF). it shall constitute a budulent practice within the meaning of A.RS. 6 44- 
3241(AM4) for anv investment adviser to fail to disclose to anv client or prospective client all material facts with respect 
to: 
- 1. A financial condition of the investment adviser that is reasonably likelv to im~air the abilitv of the investment adviser 

to meet contractual commitments to clients. if the investment adviser has discretionary authoritv (express or imdied) 
or custodv over the client‘s funds or securities, or requires preDavment of advisorv fees of more than $500 from such 
client. 6 months or more in advance. 

2 A legal or disciDlinarY event that is material to an evaluation of the investment adviser‘s or an investment adviser rep  
resentative’s inteaitv - or abilitv to meet contractual commitments to clients. 

- 3. A failure to comply with anv arbitration award issued in connection with doinp business as an investment adviser or 
investment adviser representative or as a dealer or salesman as defined in A.RS. title 44. chapter 12. 

B, It shall constitute a rebuttable presumDtion that the following - -  legal or disciDlinary events involving the investment 
adviser. an investment adviser remesentative. or a management Derson of the investment adviser (anv of the foregoins 
being referred to hereafter as a ‘berson”) that were not resolved in the Derson’s favor or subsequently reversed, suspended, 
or vacated are material within the meaning of subsection (AV2) for a period of 10 vears from the time of the event. No 
affirmative or negative presumption of materialitv shall be created under subsection (AW2) for events not specificallv set 
forth in this subsection. 
- 1. A criminal or civil action in a court of comDetent iurisdiction in which the person: 

- a. Was convicted or pleaded rmiltv or nolo contendere (“no contest”) to a felony or misdemeanor. or is the named 
subiect of a pending criminal Droceeding (anv of the forepoing referred to hereafter as “action”). and such action 
involved an investment-related business: fraud. false statements. or omissions: wrongful taking of DroDertV: or 
bribery. forgery. counterfeiting. or extortion; 

- b. Was found to have been involved in a violation of an investment-related statute or rule: or 
- c. Was the subiect of anv order. iudment or decree Dermanentlv or temporarilv enioining the person or otherwise 

limiting the person from engaging in anv investment-related activity. 
An administrative proceeding before the SEC. the Commission. or anv federal or state agencv fanv of the foregoing 
being referred to hereafter as ‘‘agencv”) in which the Derson: 
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- a. Was found to have caused an investment-related business to lose its authorization to do business: or 
h, Was found to have been involved in a violation of an investment-related statute or rule. and was the subiect of an 

order by the agencv deriving. susDending. or revoking the authorization of the Derson to act in. or baning or sus- 
pending the aerson’s association with. an investment-related business: or otherwise sirnificantlv limiting the per- 
son’s investment-related activities. 

- 3. SRO proceedings in which the person: 
- a. Was found to have caused an investment-related business to lose its authorization to do business: or 
- b. Was found to have been involved in a violation of the SRO’s rules and was the subiect of an order by the SRO 

barring or suspendin? the person from membership or from association with other members. or expelline the per- 
son from membership: fining the person more than $2.500: or otherwise significantlv limiting the Derson’s 
investment-related activities. 

The information required to be disclosed bv subsection (A) shall be disclosed to clients within 30 calendar davs after the 
occurrence of the event reauirinp disclosure. and to prosDective clients not less than 48 hours prior to entering into any 
written or oral investment advisorv contract. or no later than the time of entering into such contract if the client has the 
right to terminate the contract without penaltv within 5 business davs after entering into the contract. 
For purposes of calculating the 10-vear period during which events are presumed to be material under subsection fE4l the 
date of the reDortable event shall be the date on which the final order. iudmnent or decree was entered or the date on 
which anv rights of appeal from preliminary orders. iudments. or decrees lamed. 
Compliance with subsection (B) shall not relieve anv investment adviser from the disclosure obligations of subsection 
fAk compliance with subsection (A) shall not relieve anv investment adviser fkom anv other disclosure requirement under 
the IM Act. the rules thereunder. or under any other state or federal law. Investment advisers mav disclose this informa- 
tion to clients and promective clients in their “brochure.” the written disclosure statement to clients under R14-6-205. pro- 
vided that the deliverv of the brochure satisfies the timing of disclosure reauirements described in subsection (0. 
With respect to federal covered advisers. the Drovisions of this Section onh amlv to the extent the Dractice involves fraud 
or deceit and onlv to the extent permitted bv Section 203A of the investment advisers act of 1940. 

R14-6-210. Licensure of Investment Adviser ReDresentativg 
- A. The definition of investment adviser representative in A.R.S. 6 44- 130 1 includes an individual emploved bv a federal cov- 

ered adviser onlv if the individual has a place of business in Arizona and either: 
- 1. Is a supervised uerson and meets all of the followhe conditions: 

- a. Has more than 5 clients who are natural persons. other than excepted persons, 
- b. < 
- c. On a regular basis. solicits. meets with. or otherwise communicates with clients of the investment adviser or Dro- 

vides other than impersonal advisory services. 
2. Is not a supervised Derson. 

L “ExceDted person” means a natural person who: 
- a. Immediatelv after entering into the investment advisorv contract with the investment adviser has at least 

$500.000 under management with the investment adviser. or 
b. The investment adviser reasonablv believes. immediatelv prior to entering into the advisorv contract. has a net 

worth. together with assets held iointly with a swuse. at the time the contract is entered into of more than 
$1.000.000. 

2, ‘‘Suwrvised ~erson” means anv partner. officer. director. or other person occupving a similar status or performing 
similar functions. or emplovees of an investment adviser. or other person who Drovides investment advice on behalf 
of the investment adviser and is subiect to the suDervision and control of the investment adviser. 

a, An office at which the investment adviser representative regularlv Drovides investment advisorv services, solic- 
its. meets with. or otherwise communicates with clients. or 

b. Any other location that is held out to the general public as a location at which the investment adviser remesenta- 
tive provides investment advisorv services. solicits. meets with. or otherwise communicates with clients. 

A person that emulovs 1 or more investment adviser remesentatives who solicit. offer. or negotiate for the sale of or sell 
investment advisorv services on behalf of an investment adviser shall license as an investment adviser unless each invest- 
ment adviser representative is also emploved bv the investment adviser on whose behalf the activitv is conducted. 

R14-6-2 1 1. Solicitation, 
- A. An individual shall not be included in the definition of investment adviser representative under A.RS. 6 44-3 101(3)(d) if 

that individual meets both of the followine conditions: 
- 1. The individual does not on a regular basis give advice reparding. or recommend the services of. an investment adviser 

or an investment adviser representative. 

B, For purposes ofthis Section: 

2, “Place of business” means: 
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2, The individual does not accept or receive directly or indirectlv any commission. fee. or other remuneration in connec- 
tion with a referral to or recommendation of the services of an investment adviser or an investment adviser represen- 
tative. 

B, The term “remuneration” shall be broadlv construed. but shall not include the exchange of client referrals between profes- 
sionals without an exchange of additional compensation. 

21, No individual or entitv subiect to an order or finding that denies. revokes. or suspends licensure or registration under the 
Securities Exchanere Act of 1934. the Investment Advisers Act of 1940. the Securities Act. the IM Act. or the rules or reg- 
ulations of an SRO mav solicit. offer. or negotiate for the sale of or sell investment advisorv services. 

R14-6-212. Filinp Rea uirements 
9, In addition to the items enumerated in A.R.S. 6 44-3 15303). an amlication for licensure as an investment adviser shall 

include the following: 
- 1. A notarized affidavit of anv officer. director. ~artner. member. trustee. or manager - of the applicant stating: 

a. That a review of the records of the investment adviser has been conducted. 
0- Whether anv investment adviser activitv has been conducted with residents of Arizona prior to licensure as an 

investment adviser. 
- 2. If the armlicant intends to have a branch office in Arizona. the address and name of a contact individual located at 

such branch. 
B, A notice filing shall include the items enumerated in A.R.S. 6 44-3 153CDl. 
21, For Durposes of A.R.S. 6 44-3158(A). a license of an investment adviser or an investment adviser representative shall be 

renewed upon receipt of the nonrefundable license fee prescribed in A.RS. 6 44-3 18 1. 
&. For purposes of A.R.S. 6 44-31531E). a notice filing shall be renewed upon receipt of the nonrefundable license fee pre- 

scribed in A.RS. 6 44-3181. 
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